GOVERNMENT OF MAHARASHTRA 
FINANCE DEPARTMENT 


MEMORANDUM 


SUBMITTED TO THE 

FOURTH FINANCE COMMISSION 



1964 

printed at the government central tress 
BOMBAY 


CONTENTS 


Chapter Page 

I Introduction .. .. .. .. 1 

II Income Tax Distribution .. .. .. 15 

III Distribution of Assigned Taxes .. .. 21 

IV Union Excise Duties .. .. .. 24 

V Distribution of Additional Excise Duties .. .. 29 

VI Ceiling on Sales Taxes .. .. .. 31 

VII Fourth Five«Year Plan Period and Financial Needs .. 36 


_. TJ /i 







No. FNC. 1064-XXIX. 


GOVERNMENT OF MAHARASHTRA, 
Finance Department, 
Sachivalaya, 

Bombay, 14th November 1964. 


From 

Shri P. N. DAMRY, 

Secretary to Government of Maharashtra, 
Finance Department. 


To 

The MEMBER-SECRETARY 
The Finance Commission, 

New Delhi. 

SUBJECT :—Memorandum of the Government 
of Maharashtra submitted to the 
Fourth Finance Commission. 

Sir, 

With reference to the Government of India, Ministry of 
Finance letter No. FC. 1 (2)-B/64, dated the 12th May 1964, 
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CHAPTER I 
INTRODUCTION 

(i) Preliminary 

Three Finance Commissions have now considered and 
made recommendations on the manner and method of 
allocating to the States their shares in the proceeds of 
certain Central levies, the net receipts from which the 
Constitution requires the Centre to d'stribute partly or 
wholly to the States in accordance with its provisions. The 
grants-in-aid to be made by the Centre to the States for 
various purposes have also been discussed and recommenda¬ 
tions made in respect thereof by each of the Commissions, 
as required under the Constitution. At every examination 
of their case by each of these Commissions, the States 
have presented detailed Memoranda about their claims 
to share in the divisible taxes and their needs for grants- 
in-aid from the Centre. Obviously, therefore, the necessity 
for discussing again in a general way or at any length 
the constitutional aspects of financial devolution, the 
trends in Centre-State relations and other allied matters 
concerning general principles of financial policies, does not 
now survive. A brief review of the case presented by this 
State and how each of the Finance Commissions has 
dealt with it would seem sufficient. However, with the 
passage of time, changes in economic and political situations 
and a sharp increase in the tempo of governmental activities, 
several aspects of the basic case presented by the State 
have undergone changes and require to be re-presented 
with a modification in emphasis. The following paragraphs 
purport to do so. 

2. In the Memorandum presented to the First Finance 
Commission by this State (then the State of Bombay), 
this Government had pointed out— 

“ The Constitution does not intend that in its scheme of 
utilisation of the country’s financial resources, the sharing 
of certain common resources should take the form of 
grants-in-aid. If this was so, the simplest way would 
have been to earmark the entire proceeds from these 
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common sources of taxation to the Union which could 
then have been enjoined to make suitable grants, not 
less than the proceeds so received, under Article 275, 
to the different States according to their financial needs. 
The fact that the Constitution specifically provides 
for the sharing of certain common sources of taxation 
and also for grants-in-aid to the financially needy States 
makes it amply clear that they are intended to be two 
entirely different methods of distribution of the country’s 
financial resources between the Union and the States.” 

3. Unfortunately, this distinction does not seem to have 
been given due recognition by any of the three Finance 
Commissions. The First Finance Commission’s approach 
to the whole problem has been summarised in paragraph 
19 of their Report wherein they state— 

“ We had, however, to take into account not merely 
the needs of the States but the ability of the Centre 
as well to assist the States by the transfer of a larger 
portion of its revenues. ” 

The Second Finance Commission more or less followed 
the same pattern when they stated— 

“We have, as far as possible, tried to meet the 
requirements of the States by giving them shares of 
taxes (Paragraph 123 of their Report). 

The Third Finance Commission allowed the distinction 
to remain blurred. They said— 

“ The first task that engaged our attention was the 
determination of the budgetary needs of the States.” 
Thus all the three Finance Commissions lay stress on the 
financial needs of each of the States, and in evolving a 
method and manner of allocation of proceeds from the 
divisible taxes they were largely influenced by this approach 
to the whole problem. No arguments were advanced 
by any of these Finance Commissions to refute the point 
made by this Government in its Memorandum to the 
First Finance Commission. The view of this Government 
was stated in these terms— 

“ There is a basic difference between the share of 
common sources of taxation and the claiming of a grant- 
in-aid. The former implies co-partnership in receipts 
which does not exist in the latter.” 
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Nothing has happened since to justify any change in this 
stand. If the bridging of the budgetary gap of the various 
States is to be the primary preoccupation, then the situation 
will be reduced to one of absurdity; a State which, braving 
various pressures has pressed on with a large programme 
of taxation and, placing parsimony amongst the highest 
of the administrative virtues, has cut its revenue expenditure 
to the bone, would be rewarded with the smallest share 
simply because it had eschewed a revenue deficit. Maha¬ 
rashtra State would, therefore, urge that the Fourth Finance 
Commission should keep clearly in view at all times the 
distinction between devolution as a right and grants-in-aid 
which is inherent in the Constitution. 

4. Actually, the approach of all the three Finance 
Commissions which has been to link the allocations from 
divisible tax receipts to the financial needs of the States, 
has resulted in increasing dependence of even the viable 
States on the Centre and has seriously affected their 


financial autonomy. This will be clear from the following 
table :— 


- 


TABLE 

(In crores of Rs.) 

Year 

States' own 
resources 

Transfers 
from Centre 
to the States 

States’ own 
resources as 
percentages 
of national 
income 

Amounts 
transferred 
to the States as 
percentages 
of national 
income 

1950-51 

31649 

74-46 

3-32 

0-78 

1951-52 

334-71 

85-12 

3-36 

0-85 

1952-53 

326-21 

113-40 

3-32 

115 

1953-54 

339-60 

122-66 

3-24 

1-17 

1954-55 

376-25 

144-98 

3-91 

1*51 

1955-56 

416-24 

177-31 

4-17 

1-78 

1956-57 

51805 

163-65 

4-58 

1-45 

1957-58 

529-22 

235-27 

4-65 

207 

1958-59 

572 01 

303-56 

4-54 

2-40 

1959-60 

625-44 

351-56 

4-83 

2-71 

1960-61 

683-93 

403-04 

4-84 

2-85 

1961-62 

699-70 

395-02 

4-73 

2-67 

1962-63 

850 45 

446-25 

5-52 

2-90 

1963-64 (R.E.) 

967-85 

516-67 

5-99 

319 

1964-65 (B.E.) 

.. 1,021-24 

567-77 

612 

3-40 


5. This increasing dependence has been further aggrava¬ 
ted by direct inroads by the Centre into the sphere of State 
taxation. The tax resources allotted to the States under 


the Constitution are largely inelastic. Except Sales Tax 
there is hardly any source of taxation which is capable 
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of significant increase or which can even be expected to 
grow proportionately to the State’s economic growth. This 
notwithstanding, the Centre has taken several unilateral 
steps which have either frozen or limited considerably 
the revenue yielding capacity of different tax resources 
of the States. Thus— 

(i) sales tax on certain most remunerative articles 
has been replaced by additional excise duties entirely 
allocable to States ; 

but whenever there has been an occasion for increasing 
excises, the Centre has preferred to increase basic excises 
rather than the additional excises ; 

(ii) an amendment to the Income Tax Act has taken 
away the proceeds from income tax paid by companies 
from the divisible pool of income tax receipts ; 

(Hi) the wealth tax, expenditure tax and increasing 
recourse to levy of excise duties have resulted in restrict¬ 
ing the bases of certain taxes within the jurisdiction 
of the State Governments ; 

(/v) merger of passenger fares tax in the fares them¬ 
selves has restricted considerably the growth in the tax 
receipts of State Governments. 

6. The inelasticity of State taxes as compared to the 
elasticity of Central taxes can be seen from the figures of 
receipts from both given in the table below :— 


TABLE 

(Rs. in crores) 


Year 

Total States’ 
Tax Revenue 
(excluding 
Sales Tax) 

Percentage 

increase 

Total Central 
Tax Revenue 

Percentage 

increase 

1950-51 

162-44 

... 

353-61 


1951*52 

173-01 

6-51 

512-85 

45 03 

1956-57 

212-37 

22-75 

573-13 

11-75 

1960-61 

281-28 

32-45 

908-92 

58-59 

1961-62 

302-24 

7-45 

1,053-75 

15-93 

1962-63 

361-05 

19-46* 

1,285-04 

21-95* 

1963-64 (R.E.) 

395-14 

9-44 

1,569-55 

22-14 


* Increase is due mainly to heavy additional taxation. 
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7. The regulation of devolution by the principle 
adopted so far has thus created a situation in which the 
States have come to depend increasingly upon Central 
assistance. This applies even to States which have exploited 
their own resources to the full. If the States were allowed 
to enjoy their financial autonomy and were assured of 
their rightful share as co-partners in the distributable tax 
receipts, then the States would plan their administrative 
and developmental programmes on the basis of their 
own financial capacity and would look to the Centre 
only when its assistance was inescapable. It is on this 
basis that this Memorandum seeks to make a distinction 
between a case for a legitimate share in the divisible 
Central Taxes in accordance with the provisions of the 
Constitution and a case for grants-in-aid to meet revenue 
needs. Though as shown at the end of this Memorandum 
this State has an equally forceful claim, on the basis of 
needs alone, emphasis has been laid on the two aspects 
of the constitutional provisions—one on the basis of 
legitimate rights and the other on the basis of needs. The 
Constitution advisedly provides for these two aspects 
separately and in the interest of financial autonomy of 
the States, these two aspects should be considered 
separately and independently. 

(ii) Special Features of the State 

8. Maharashtra State is the third largest State in the 
Indian Union. Its area is 1*18 lakh sq. miles and its popu¬ 
lation 396 lakhs, spread over 38,867 villages and 266 towns. 
There are 12 cities with a population of more than a lakh 
each. The urban population is 28-2 per cent of its total 
population, as against 18 per cent for the whole of India. 

Education 

9. There are about 37,000 primary teaching institutions 
in the State, with only 1-23 lakhs teachers and as many as 
46-31 lakhs students. The secondary schools number about 
3,000 and higher teaching institutions about 380, covering 
about 11 lakhs students, and 1-43 lakhs students, respectively. 
The number of secondary teachers is, however, only about 
44,000. The literates in the State form 29-8 per cent of its 
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population against 24*0 per cent obtaining in the country. 
Literacy amongst males is much higher, being about 42 
per cent, as against 16-8 per cent amongst females. 

Communications 

10. In respect of communications, this State ranks as low 
as 9th among the States in road-length per unit of popula¬ 
tion. The total extra municipal road length in the State 
is about 26,000 miles being 21 miles per 100 sq. miles as 
against 26 miles in the country. Certain areas are virtually 
inaccessible during the monsoons, while the absence of roads 
and bridges in some parts render many areas difficult of 
access throughout the year. The road surface of con¬ 
siderable lengths of the State’s roadways is not upto the 
standard required for the carriage of fast moving, heavily 
laden lorry traffic. The State has also to incur higher 
expenditure on maintenance and repairs of roads because 
of high intensity of traffic. Nearly 15 per cent of motor 
vehicles in operation in India are registered in Maharashtra 
State. 

Problems of Urbanisation 

11. The indicators of economic growth show a high level 
of industrialisation in this State. There are 8,762 working 
factories which employ over 8 lakh factory workers. 
20 per cent of the factory workers in the country are in 
Maharashtra. Of the total electricity consumed by industry 
in the country, 18*3 percent is utilised in this State alone. 
Similarly, 213 percent of the country’s registered companies 
and 17 per cent of its banking offices are situated in this State. 
In fact, nearly one-seventh of the nation’s urban population 
including 10T per cent of the country’s industrial labour 
force resides in Maharashtra. 

12. The responsibilities thrust on the State by reason of 
its comparatively greater industrialisation and consequent 
high degree of urbanisation are two-fold. Conditions have 
to be maintained, at considerable cost, in which industry and 
commerce can flourish and a climate can be created for their 
due expansion. Heavy outlays are for this reason called for 
on governmental and administrative activities and in parti¬ 
cular, the maintenance of law and order. In Bombay City 
alone there is a standing Police Force of 16,300 constabulary 
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with 1,064 officers. There are as many as 24 Presidency 
Magistrates. In other industrial cities like Poona, Sholapur, 
Nagpur, etc. similar law and order arrangements, though on 
a smaller scale, have become necessary. Medical aid and 
housing are also the responsibilities of Government. The 
development of land outside the already industrialised 
zones to secure as far as may be the systematic dispersal 
of industrial units and other ancillaries has also become an 
immediate administrative problem. 

Agriculture 

13. For all the industrialisation achieved in this State, 
the dependence of its economy on agriculture is not in any 
way less than in the rest of the country. About 39 per cent 
of the State’s income is accounted for by agricultural and 
other allied activities, as against 48 per cent for the country 
as a whole. This dependence of the Maharashtrian eco¬ 
nomy on agriculture tends to be generally obscured by the 
appearance of prosperity presented by the industrialised 
areas. Large areas in the State are chronically affected, 
either by too much or too little rainfall. The per acre value 
added in agriculture in Maharashtra is about 20 per cent 
less than the average of the value added in India as a whole. 
Another feature of this State which at present badly lacks 
adequate irrigation facilities is its perennial food deficiency. 
Maharashtra has always been, and will for some time to 
come remain, an importer of foodgrains. The total food- 
grains production in India was 78 million tons in 1962-63, 
but the output in this State for the same year was only 
6 2 million tons. The gross availability per capita per diy 
all over India in terms of indigenous production was 17-3 
ounces during the same period, whereas it was only 15-5 
ounces in Maharashtra, In a State with large urban and in¬ 
dustrial population food deficits impose severe strains on the 
administration and call for larger administrative overheads. 

Western Maharashtra has an area covering 13,202 sq. 
miles and 27 - 53 lakhs population under chronic draught. 
An area of 11,348 sq. miles and 39-02 lakhs people suffer 
from poor soil conditions or else are liable to water-logging 
due to unduly heavy rainfall. The Inaccessible Areas 
Committee appointed by the Government of India has 
in fact recommended that the problems of areas like the 
coastal district of Ratnagiri should be treated as national 
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problems and special provisions made to meet them, outside 
the State’s Plan Schemes. 

Disparities in Development 

14. Disparities in the level of development in various 
areas of the State throw a considerable burden on the 
State’s Exchequer. Hie existing disparity in the socio¬ 
economic levels in the urban and rural areas of the State, 
particularly in the Bombay City and the rest of the areas 
will be clear from the various tables appended. 

15. The markedly uneven development of the different 
parts of the State indicate the yet unfulfilled commitments 
of the State Government and the necessity for more rapid 
and bigger strides in developmental activity. From the 
details given below, it will be noticed that there are dispari¬ 
ties not only in urban and rural levels but also within the 
urban areas themselves, i.e. between Bombay City and 
other important cities and towns. 

16. Leaving out the urban areas, the density of 
population in Maharashtra is as low as 245 per sq. mile 
areas. This would speak for the imperative need of larger 
outlays on education and medical services in rural areas 
on account of the dispersal of the population. Clearly, 
the State has yet to go far before it is able to fulfil this 
commitment. According to the 1961 census, there are 
586 literates per thousand persons in Bombay; 551 in 
Poona; 499 in Nagpur, as against 215 in rural areas. 
The number of hospital beds per thousand of population in 
Greater Bombay has increased from 145 in 1957 to T87 
in 1962 against O’49 to O’69 in the whole State and 038 
to 0’55 in the rest of the State. Excluding the urban areas 
and other big cities in the State, there are hardly 0 08 
hospital beds per thousand of population in the rural areas. 

17. The employment opportunities available in Bombay 
city are considerably larger than in other parts of the State. 
Of the total workers in manufacturing industries (other 
than household) in the State, nearly 51*0 per cent are 
located in Greater Bombay, 3’4 per cent, in Poona, 3’7 per 
cent in Nagpur and 13’2 per cent are in rural areas. During 
1963, of the 214 licences issued to new industrial units, 
166 were located only in Greater Bombay. The popula¬ 
tion per banking office in Bombay City at the end of 1962 
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was as large as 13,000, against 11,000 in Poona, 24,000 
in Nagpur, 14,000 in other cities, 9,000 in remaining urban 
areas and 103,000 in all rural areas. The sales tax collec¬ 
tions in Bombay City alone formed nearly 83‘47 per cent 
of the total sales tax collections in 1962-63. Similarly, 
collections of excise and additional excise duties in the City 
were 76-88 per cent of the total collections. The total per 
capita consumption of electricity in Greater Bombay was 
about 500 Kwh. in 1959-60 as compared to a little more 
than 10 Kwh. in the rest of the State. The number of 
motor vehicles in Bombay as on 1st January 1963 was 
71,597 representing 59-5 per cent of the total 1,20,410 
vehicles in the State. 

18. Similar disparities are also perceptible in the 
financial condition of the local bodies in the State. The per 
capita income for 1961-62 of the Bombay Municipal Corpo¬ 
ration (excluding extraordinary receipts and debts) was 
Rs. 45-7 while the same was Rs. 33T for Poona, Rs. 269 
for Nagpur, Rs. 23‘5 for other cities and Rs. 15*7 for the 
remaining municipalities. During the same period, the 
per capita tax levied by the Bombay Municipal Corporation 
was Rs. 37 01, whereas it was Rs. 24 - 6 in the case of 
the Poona Municipal Corporation, Rs. 19-5 of the 
Nagpur Corporation, Rs. 17-4 of other cities and 
Rs. 10-0 by the remaining municipalities. The Municipal 
expenditure per capita on developmental activities was 
Rs. 12‘3 in Bombay, Rs. T12 in Poona, Rs. 8‘1 in Nagpur, 
Rs. 3'2 in other cities and Rs. 2-7 in remaining areas in 
the same year. 

19. The extent of economic disparities between 
urban and rural areas can be assessed by considering the 
contribution of the industrial sector (which is predominantly 
urban) and the agricultural sector (which is predominantly 
rural) fo the total income. Maharashtra’s share 
in the industrial and agricultural output in India 
is 20 per cent and 9*5 per cent respectively. These 
economic disparities between urban and rural areas 
are further aggravated by low productivity in agri¬ 
culture. Although the State produces 38'9 per cent of the 
total production of Jowar, and 13-8 per cent of the total 
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production of Bajra in the country, its production in 
superior foodgrains is as low as only 3*9 per cent in rice 
and 3*8 per cent in wheat. Agriculture in the State is 
still affected by the vagaries of the monsoons, as irrigation 
facilities are extremely meagre. The area under irrigation is 
6*5 per cent of the gross cropped area as against about 18 
per cent in the whole country, while the area under canal 
irrigation is only 1*4 per cent as against 7*7 per cent for 
the country. 

20. The State Government is exercised over these econo¬ 
mic disparities and has therefore provided in the State Plan 
for substantially larger expenditure in the rest of the State 
as compared to the expenditure in Greater Bombay. The 
revised Third Plan outlay for the five years is Rs. 418 crores. 
Nearly 90 per cent of this outlay is on the district and 
divisional level schemes. For schemes in Greater Bombay, 
less than 8 per cent has been provided. The emphasis 
given by the State to the development of other areas can 
thus be clearly seen. There is a considerable leeway to 
be made good and unless developmental activities in the 
rest of the State are stepped up considerably, the disparities 
will persist for many more years. In the case of cities like 
Bombay, Poona, Nagpur, though most of the develop¬ 
mental expenditure is incurred by the Municipal Corpora¬ 
tions, the State Government has the responsibility for 
maintenance of law and order and also the additional 
responsibility for clearance of unauthorised hutment 
dwellers, for water supply and for important highways. 
So far as Greater Bombay is concerned, the clearance of 
hutment dwellers by provision of alternate accommodation 
has today become a major problem, efforts for the solution 
of which can no longer be deferred if the threat to peace 
and health in the area of Greater Bombay is to be avoided. 
The position of cities like Poona and Nagpur is, though 
not so acute, not much different. There is therefore an 
imperative necessity of generally pushing up the levels of 
expenditure on administrative and on developmental 
activities. The financial commitments c f the State require, 
therefore, to be looked into in the cor text of these unful¬ 
filled commitments rather than in the light of past 
expenditure. 
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TABLEfNo. 1 

Statement showing the density of population, sex-ratio, proportion of agricultural 
workers and literacy in different areas of the State 


Serial 

No; 


1 


Item 


2 


Municipal Corporation 


Bombay Poona Nagpur 
3 4 5 


Other Remain- Rural 
cities ing areas 

urban 
areas 

6 7 8 


1 Density of population 24,568 

per square mile. 

2 Females per 1,000 males 663 

3 Percentage of'Agricultural O'40 

workers to total 

workers. 

4 Percentage of Non-Agri- 99’59 

cultural workers to total 
workers. 

5 Percentage of workers in 39-45 

manufacturing Indus¬ 
tries (other than 

household) to total 
workers. 

6 Percentage of workers 54-62 

in Trade, Commerce, 
Storage and Com¬ 

munication and Other 
Services. 

7 Number of literates per 586 

1,000 persons. 


11,880 

7,663 

13,440 

2,062 

245 

884 

884 

880 

901 

995 

2-82 

3-41 

5-09 

24-26 

86-20 

97-18 

96-58 

94-91 

75-74 

13-80 

24-82 

22-16 

31-79 

15-19 

1-16 

62-35 

50-35 

48-96 

47-31 

5-59 

550 

499 

484 

444 

215 


Source, —1961 Population Census. 

TABLE No. 2 

Statement showing number of Factory workers per 1,000 population and licenses 


issued to new industrial units 


Factory workers per 
1000 population 
Years 


Licenses issued 
for new units. 



1 

1956 

2 

1960 

3 

1961 

4 

1962 

5 

1961 

6 

1963 

7 

1 . 

Greater Bombay 

104 

117 

122 

125 

99 

24 

2. 

Poona Municipal Corpora¬ 
tion. 

26 

... 

35 


... 

... 

3. 

Nagpur Municipal Corpora¬ 
tion. 

40 

... 

38 


... 

... 

4. 

Other cities 

38 

... 

42 




5. 

Rest of urban areas 

26 

... 

27 

... 

... 

... 

6. 

Rural areas 

2 


2 

... 

... 


7. 

Maharashtra State 

17 

19 

20 

20 

152 

41 


(Population according to 1961 Population Census). 
Source .—Chief Inspector of Factories. 
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TABLE No. 3 

Statement showing educational institutions and enrolment in Maharashtra 

in 1961-62. 

Primary Secondary 

Area -—•— --—— -— 



No. 

of 

institutions. 

Students 

No. 

of 

institutions. 

Students 

3 

2 

3 

4 

5 

Bombay Municipal Corpo¬ 
ration. 

1,213 

4,78,320 

489 

2,56,708 

Poona Municipal Corpo¬ 
ration. 

215 

89,561 

78 

51,822 

Nagpur Municipal Corpo¬ 
ration. 

184 

52,050 

128 

59,381 

Other Cities 

525 

1,73,860 

140 

70,291 

Remaining urban areas ... 

2,544 

7,55,606 

911 

4,03,692 

All rural areas 

30,606 

29,18,153 

1,283 

1,96,931 


Source :—(/) Municipal year book, 1962. 

(//) Statistical Epitome of Education, 1963. 




table 

No. 4 






Statement showing number of Hospital Beds per 1,000 population in different 
areas of the State. 


Area — 



Years 





1957 

1958 

1959 

1960 

1961 

1962 


1 

2 

3 

4 

5 

6 

7 

1. 

Greater Bombay 

T45 

1 ’46 

1-53 

1-67 

1-67 

1-87 

2. 

Rest of the State 

0-38 

0-44 

0-45 

0-52 

0-52 

0-55 

3. 

Maharashtra State 

0-49 

0-54 

0-56 

0-64 

0-64 

0 69 

4. 

Poona Municipal Corpo¬ 
ration. 

... 

... 

... 

... 

... 

577 

5. 

Nagpur _ 


... 

• • 

... 

... 

3-92 

6. 

Other cities 

... 

... 

... 


... 

2-96 

7. 

Rest of the Urban areas 

... 

... 


... 

.. 

1-62 

8. 

Rural areas 

... 

, . 

, , 

... 

.. 

008 


(Population according to 1961 Population Census). 

Source .—Surgeon General with the Government of Maharashtra State. 
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TABLE No. 5 

Statement showing population per Banking Office (1962) 


Population per 

Area Banking Office 

1 2 


1. Bombay Municipal Corporation 

•• 


12,582 

2. Poona Municipal Carporation 



11,244 

3. Nagpur Municipal Corporation 

. . 


23,839 

4. Other cities 

. • 


14,458 

5. Remaining Urban areas ... 

... 


9,207 

6. All rural areas 

•• 


1,02,866 

Population Census 1961. 





Source .—Reserve Bank of India Publication. 


TABLE No. 6 


Sales-Tax collections in Greater Bombay and Maharashtra State in 1960-61, 
1961-62 and 1962-63 

(Figures in Rs. ’000) 




1960-61 

1961-62 

1962-63 



Bombay 

City 

State 

Bombay 

City 

State 

Bombay 

City 

State 


1 

2 

3 

4 

5 

6 

7 

1 . 

Bombay Sales Tax Act 

188,086 

242,127 

213,366 

269,713 

243,800 

303,808 

2. 

Motor Spirits Act 

27,846 

27,879 

30,236 

30,245 

40,676 

40,732 

3. 

Central Sales-Tax 

42,451 

48,341 

v 50,872 

58,041 

58,789 

66,717 


Total Sales Tax 

258,383 

318,347 

294,474 

357,999 

343,265 411,257 

4. 

Percentage Share of Bombay 
in the State. 

81-16 

100 00 

82-26 

100-00 

83-47 

100 00 

5. 

Increase in 1961-62 and 
1962-63 over 1960-61 
collections. 

100-00 

100-00 

115-90 

112-46 

132-85 

129-18 


Source. —Sales-Tax Department, Maharashtra. 
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TABLE No. 7 

Collections under Excise in Maharashtra in 1962-63 

(Figures in Rs. crores) 

Item Greater Maharashtra 

Bombay State 

1 2 3 


1. Collections under Excise .. .. 115 146 

2. Collections under Additional Excise in lieu of 8 14 

Sales-Tax. 

Total Collections .. 123 160 

3. Percentage Share of Greater Bombay in 76'88 100 00 

Maharashtra. 

Source.— Collectors of Central Excise. 

TABLE No. 8 

Per capita consumption of Electricity in Maharashtra in 1959-60 


(Figures in kwh) 



Domestic 

Commercial 

Industrial 

Total 

Region 

Purposes 

Purposes 

Purposes 

Consumption 

1 

2 


4 

5 

Greater Bombay 

44-4 

33-4 

334-5 

495-6 

Rest of the State 

1-7 

11 

6-5 

10-6 

Total—State 

5-9 

4'5 

41-0 

61-7 


Population according to 1961 Population Census 
TABLE No. 9 

Number of Motor vehicles in operation in Maharashtra State on 1st January 1962 

and 1st January 1963 

Number of Motor vehicles as on 



Region 

1 

1st January 
1962 

2 

1st January 
1963 

3 

Greater Bombay 

Rest of the State 

... ~ 

68,128 

(59-88) 

45,641 

(40-12) 

71,597 

(59-46) 

48,813 

(40-54) 


Total—State ... 

113,769 

(100-00) 

120,410 

(100-00) 


Source. —Director of Transport, Government of Maharashtra. 
(Figures in brackets are percentages to total). 





CHAPTER II 

INCOME-TAX DISTRIBUTION 

Under Article 270 of the Constitution, the Finance 
Commission has to make recommendations on (/) per¬ 
centage of the net proceeds of income-tax to be assigned 
to the States and (//) the distribution among them of the 
States’ share. 

2. The States’ share of the net proceeds was fixed at 
55 per cent by the First Finance Commission. This was 
raised to 60 per cent by the Second Finance Commission 
which the Third Finance Commission raised further to 
66 2/3 per cent. This gives an impression that the Third 
Finance Commission substantially increased the share 
allocable to the State. But this is illusory. An important 
change has taken place consequent upon an amendment 
of the Income-tax Act in 1959. As a result of this Amend¬ 
ment, taxes on income paid by companies which till then 
formed part of the divisible pool, have been excluded 
from this pool. To compensate the States for this loss 
which the Government of India estimated at about Rs. 26-52 
crores, compensatory grants were paid by the Govern¬ 
ment of India only up to 1961-62 and were thereafter 
discontinued on the ground that the Finance Commission 
had taken care of this loss to the States. The increase 
in the percentage of States’ share in the divisible pool of 
income-tax, recommended by the Third Finance Commission 
was not, even on their admission, adequate to cover the 
loss suffered by States as a result of the amendment to the 
Income-tax Act, let alone the growing demand from the 
States for increased allocations. 

3. With the exclusion of taxes on income paid by 
companies from the divisible pool, the controversy about 
the origin of the income-tax has lost all relevance, and the 
argument that tax paid by companies should be taken to 
be of all-India origin, no longer matters. The tax receipts 
in the divisible pool now represent tax derived from incomes 
largely of local origin. In paragraphs 34 and 35 the Third 
Finance Commission have admitted this and have also 
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expressed their opinion that “ higher weightage should 
be given to the factor of contribution in the distribution 
of income-tax than that recommended by the Second 
Commission Despite this admission of the justice of 
giving due weightage to the factor of contribution, the 
Third Finance Commission evidently found themselves 
unable to jettison the misconception that allocations from 
the receipts of divisible taxes were intended to serve as 
subsidies from the Centre to the States, as the following 
extract from para 35 of their Report will show :— 

“ We have also been impressed with the submission 
that the industrial States having larger collections have 
problems of their own. Large concentration of popula¬ 
tion, more particularly of industrial labour, creates 
problems of law and order and gives rise to an increased 
demand for the administrative and social services. 
Further, the unit cost of providing these services is larger 
in such areas than elsewhere, more particularly in the 
non-urbanised parts.” 

Thus the emphasis is again on the needs of States and 
not on what is due to them as an absolute right under the 
Constitution. The Third Finance Commission did not 
therefore break any new ground and their recommenda¬ 
tion about “ higher weightage ” to factor of contribution 
did not take them beyond the confines of the First Finance 
Commission’s recommendation. 

4. It is surprising that where it affects the Centre, the 
factor of attributability should be deemed the paramount 
consideration but where the States are concerned assessed 
needs should be the principal if not the sole criterion. Under 
Article 270 of the Constitution, while determining the divi¬ 
sible pool, proceeds “ attributable ” to Union Territories and 
taxes payable in respect of Union emoluments are speci¬ 
fically excluded. Obviously, the States can lay no claim to 
such proceeds because they are exclusively contributed by 
Union territories and Union employees. It is not at all 
clear why the same principle is not made applicable to the 
State territories. Whatever is attributable to a State’s terri¬ 
tory and to its employees should rightly be that State’s 
share in the net proceeds from income-tax. As the tax is 
levied by the Centre and shared with the States, it is only 
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right that the Centre should share with the State concerned 
as a co-partner, in the proceeds from the income-tax 
collected in the State area. No other basis of distribution 
can be equitable or in line with Constitutional provisions. 

5. To determine the allocations to States from the divisi¬ 
ble proceeds from income-tax, at 80 per cent on the basis of 
population and 20 per cent on the collection, is completely 
to ignore the Constitutional objectives and to decide merely 
on the basis of the ‘ needs ’ of the different States. It is 
nowhere explained why these particular percentages have 
been seized upon ; the respective attributions to population 
and collections cannot but be impugned as arbitrary. At 
best it can be said that, apparently, the financial needs of the 
different States are first ascertained and then a formula 
for distribution is evolved mainly with a view to meeting 
these needs. Thus the First Finance Commission seems to 
have recommended a total devolution of Rs. 85 93 crores 
in the context of overall estimated deficit of Rs. 84 65 
crores worked out for all States taken together on the 
basis of the forecasts submitted by them. The Second 
Finance Commission have also based their scheme of 
devolution on similar considerations as will be evident from 
paragraph 123 of their report which is reproduced 
below : 

“ Tn our scheme of devolution, we have sought to 
provide for both the committed needs of the States and 
their needs for implementing the Five-Year Plan, to the 
extent to which the expenditure has to be met from 
revenue. We have, as far as possible, tried to meet the 
requirements of the States by giving them shares of 
taxes. For most of them however, this devolution, on 
a basis common for all the States, falls short of then- 
total needs and we have tried to make good the deficiency 
by grants-in-aid.” 

The Third Finance Commission also evolved a scheme 
of devolution which aimed at covering fully the budgetary 
gaps of the States on non-plan account and 75 per cent of 
the revenue component of their Third Plan. Such an 
approach is hardly fair to the States which have contribu¬ 
ted materially to the growth in the size of the divisible pool 

H 3463—3 
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and made larger collections of income-tax possible in 
their areas. The palpable wrong done to such States (no 
doubt unwittingly) in reducing their rightful allocations under 
Article 270 in order to increase the allocations to other 
States is only aggravated by giving, in addition, to the 
latter States grants-in-aid under Article 275 from time to 
time to meet their revenue needs. 

6. It is the considered opinion of this State, not merely 
of the Government but also of the representative bodies of 
trade and industry, that population can be no basis for 
distributing a tax on incomes. The statistics relating to 
income-tax receipts show that out of 43* 13 crores of persons 
only about 9 lakh persons pay income-tax. India is still 
largely an agricultural country and the percentage of popu¬ 
lation paying non-agricultural income-tax is so small that, 
to give any significant weightage to population, only con¬ 
tributes to distortion of the economy of the federating units. 
This State would therefore recommend that the divisible 
income-tax receipts should be distributed between the 
Centre and the State on the basis of collections within that 
State. 

7. In other words, the 66 2/3 per cent of the divisible pool 
of income-tax receipts, recommended by the Third Finance 
Commission for allocations to the different States, should 
be distributed only on the basis of the collections made in 
each State. This will no doubt involve larger grants to the 
weaker States under Article 275 of the Constitution to set 
right the imbalance that may be created in their financial 
position by smaller allocations under Article 270. But 
with larger and more flexible resources available to the 
Centre under the Constitution, it should not be difficult 
for the Centre to make adequate grants under Article 275, 
as may, from time to time, be necessary to remove such 
imbalances. Further, if allocations under Article 270 are 
made as suggested above, the need for large grants under 
Article 275 will not remain to the same extent in the case 
of States which have larger collections of income-tax in 
their areas. The total burden on Central resources is not 
likely to increase in the aggregate but at the same time will 
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enable at least some States to work out their develop¬ 
mental programmes on the basis of fixed allocations rather 
than depend upon uncertain and fluctuating grants-in-aid. 

8. Another matter in relation to income-tax, which this 
State cannot refrain from bringing to notice is the manner 
in which the States, particularly the industrially developed 
States, are denied the right of sharing in the full proceeds 
from income-tax. The surcharge on income-tax levied for 
the special and for unitary purposes of the Centre during 
the second world war has been continued from year to year 
and increased substantially. A surcharge by its very nature 
should be for a temporary period serving a temporary 
purpose. But this surcharge on income-tax has become 
a permanent measure and the States are deprived of their 
rights to share in its yield, when this should have been 
legitimately taken into account for determining the divisible 
proceeds from income-tax. This device of levying a sur¬ 
charge more or less on a permanent basis serves a purpose 
which the Constitution never contemplated; that is, to 
exclude a substantial part of receipts from the divisible pool 
of income-tax. This has resulted in unilaterally increasing 
the revenue realised by the Centre from this source. 
The following table shows the different allocations of the 
receipts ;— 

(Rs. in crores) 


Divisible pool Total 

Year - • - -— Surcharge, Corporation receipts of 

States’ Centre's tax the Centre 

share share 


1951-52 

.. 50-29 

50-29 

1955-56 

.. 55-17 

45-15 

1956-57 

.. 63-72 

52-14 

1957-58 

.. 7418 

49-46 

1958-59 

.. 89-69 

57-79 

1959-60 

.. 93-14 

62 09 

1960-61 

.. 87-09 

58-07 

1961-62 R. E. 

.. 79-22 

52-81 

1962-63 R. E. 

... 95-46 

47-73 

1963-64 R. E. 

.. 103-45 

51-72 

1964-65 B. E. 

.. 108-29 

5415 


403 

40-75 

95-07 

4-69 

36-52 

86-36 

5-55 

50-40 

108 09 

7-18 

55-66 

112-30 

9-31 

53-52 

120-62 

1016 

105-54 

177-79 

8-07 

109-70 

175-84 

*7-74 

160-81 

221-36 

*9-77 

221-50 

279-00 

28-99 

275-00 

355-71 

31-15 

306-09 

391-30 


* Accounts. 
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The above table also illustrates how the receipts from 
divisible income-tax have become more or less static, the 
growth of annual increase being nominal whereas the 
receipts from Corporation Tax which now accrues wholly 
to the Centre are rising rapidly with the expansion of 
industry and trade. 

9. It will not be too much to say that the prolongation 
of the levy by way of surcharges of a tax incidence which 
should long ago have merged in the income-tax, defeats 
to a great extent the purpose of Article 270 of the 
Constitution. 



CHAPTER III 

DISTRIBUTION OF ASSIGNED TAXES 

(i) Estate Duty 

In regard to duties and taxes included in Article 269 of 
the Constitution, which are to be levied and collected by the 
Centre but are to be assigned to the States, this State agrees 
entirely with the view expressed by the Third Finance Com¬ 
mission in para. 21 of their report which was— 

“ We agree with the Second Finance Commission* that 
these taxes have been placed under the Union Govern¬ 
ment to ensure uniformity of taxation and convenience 
of collection and further that each State should receive 
broadly the amounts which it would have raised if it had 
the power to levy and collect them 

2. This State accordingly feels that the proceeds from 
the Estate Duty which is one of the tax-resources included 
in that Article should be assigned to the States on the basis 
of what they would have received had they the power to 
levy and collect this Duty. 

3. The collections made from Estate Duty on property 
other than agricultural land in the State of Maharashtra and 
the allocation given to this State from the proceeds thereof 
are shown in the table below :— 

(Rs. in lakhs) 

Percentage 

increase 

1960-61 1961-62 1962-63 1963-64 from 

1960-61 
to 1963-64 


1. 

Total realisation in the 
country. 

290 

399 

374 

413 

42-6 

2. 

Collections in Mahara¬ 
shtra. 

99 

160 

147 

m 

71-6 

3. 

Share given to Mahara¬ 
shtra. 

26 

33 

33 

39 

49-9 

4. 

Maharashtra’s share as 
percentage of the 

26-3 

20-6 

22-4 

22-9 



collections in Mahara¬ 
shtra. 


•Para. 42 of the Second Finance Commission’s Report. 






4. The collections in this State amounted to as much as 
Rs. 1-70 crores during 1963-64 ; the allocations under the 
Finance Commission’s advice were as low as Rs. 39 lakhs. 
The rest of the collections was diverted to other States by 
applying a formula not germane to the issue, namely the 
population of those States. When both the Finance 
Commissions which considered this levy admitted that the 
proceeds should be rightly distributed on the basis of what 
the States would each have received had they the right to 
levy and collect this Duty, it is impossible to justify any 
rationale purporting to underlie a formula linking wholly 
unhomogeneous factors like the location of movable and 
immovable properties with the size of the population. 

5. This State therefore urges that the basis adopted 
hereto, should be reviewed and the proceeds from Estate 
Duty distributed wholly on the basis of collections in each 
State. 

(ii) Grants in lieu of Taxes on Railway Fares 

When the tax on railway passenger fares was repealed in 
1961, the Government of India computed the total loss to 
the States at Rs. 12*5 crores on the basis of average of 
actual collections during 1958-59 and 1959-60. The Third 
Finance Commission rightly recommended that this grant 
should be distributed to the States on the basis of existing 
share of each State from this levy, because the grant was in¬ 
tended to compensate the loss suffered by individual States. 

2. In the present reference to the Finance Commission, 
the Government of India have given no indication of the 
total amount of the grant they want to make as compensa¬ 
tion to the States for the repeal of the levy. Actually, 
with the growth in passenger traffic and increase in fares, 
this tax would have yielded larger revenues to the State 
had it not been repealed. The repeal has frozen the 
receipts at the level it had reached by 1960. To give grants 
commensurate with the losses incurred by the States at the 
time of the repeal of the tax and to allow the Centre to 
retain the increased income through the merger of the tax 
in fares on the daily increasing number of passengers and 
annually rising fare rates is inequitable and not in line 
with the normal practice of devolution. The Centre should 
therefore be asked to increase the total grant from Rs. 12*5 
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crores to as near a figure of the increased income which the 
Centre has realised through the repeal of this tax and its 
merger with passenger fares. 

3. The allocations to the States, to be logical, should, as 
this State pointed out to the Third Finance Commission, 
be on the same basis as that on which the original compen¬ 
sation grant of Rs. 12-5 crores was allocated to the States 
i.e. on the basis of the computed loss to each State. 



CHAPTER IV 
UNION EXCISE DUTIES 


The Constitution under Article 272 permits the Parlia¬ 
ment to provide by law that “ there shall be paid out of the 
Consolidated Fund of India to the States to which the Law 
imposing the duty extends sums equivalent to the whole or 
any part of the net proceeds of that duty and those sums 
shall be distributed among those States in accordance with 
such principles of distribution as may be formulated by such 
law.” Unlike the first two Commissions, which recommen¬ 
ded a partial distribution of proceeds from certain Central 
excises, the Third Finance Commission recommended that 
the net proceeds from all the Central excises (except on 
motor spirit in respect of which they made a separate 
recommendation and a few minor excises the proceeds 
from which did not exceed Rs. 50 lakhs in each case), 
should be taken into account for determining the shares 
allocable to the States. In making this recommendation the 
Finance Commission was convinced of the arguments 
put forth by most of the States that 

“ (a) the expansion of the range of commodities 
subjected to Union excises from time to time and the 
increasing incidence of the duty have an impact on the 
levy and collection of sales tax. This in itself is a justi¬ 
fication enough to give recognition to the interdepen¬ 
dence of the two levies by making the entire proceeds of 
Union excise ’duties divisible. Additionally, sales tax 
constitutes the only significant flexible source of revenue 
available to them and this flexibility is subjected to 
restraint by the excise policy of the Union Government; 
and 

(b) the rate of duty on certain articles of common 
consumption, like cotton textiles, is variable and has, 
in fact, been varied from time to time depending on the 
stock position and market conditions. Similar considera¬ 
tions may arise in the case of sugar also. If a broader 
base is adopted for distribution, the buoyancy on certain 
articles will make good the shortfall on others, maintain¬ 
ing a steady flow of assistance.” 
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2 . Having agreed to take a wider range of Central excises 
for purposes of sharing their proceeds with the States, 
the Third Finace Commission came to the conclusion that 
as regards distribution, consumption would not be the 
correct criterion to apply. They stated in paragraph 46 of 
their Report :— 

“ Both the Commissions were considering a limited 
range of commodities which could be classified as 
consumer goods ; but, we propose to include, in devolu¬ 
tion, producer goods and intermediaries also. Con¬ 
sumption would not, in our view, be the correct criterion 
to apply for distribution.” 

But the criterion actually adopted by that Commission 
was a novel one. “ We consider that while population 
should continue to be the major factor of distribution, the 
relative financial weaknesses of the States, the disparity 
in the levels of development reached, the percentage of 
scheduled castes and tribes and backward classes in their 
population, etc. should also be taken into account in 
determining the share to be allocated to each State indivi¬ 
dually.” In short, even the population basis for distribu¬ 
tion was further expanded to adopt it to the financial situa¬ 
tion of the weaker States. The shares of financially better 
States were further reduced in consequence. On this 
basis they recommended that only 20 per cent of the net 
proceeds from the different Union duties of excises should 
be distributed to the States in accordance with the percen¬ 
tages specified by them against each State in paragraph 47 
of their Report. 

3. The spirit of Article 272 of the Constitution is that it 
should not be the “ percentages ” of proceeds allocable 
to different States which should be specified in the Law 
made by Parliament under that Article but the “ principle ” 
of such participation in these proceeds. 

4. This State has not been able to understand why me¬ 
rely because the wider range of commodities recommended 
by the Third Finance Commission included not only 
consumer goods but also producer goods and intermedia¬ 
ries also, consumption could not be deemed the principal 
if not the sole criterion for distribution. As consumption 
statistics were not available and no other reliable data 

H 3463—4 
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could be found to determine consumption, the first two 
Commissions recommended population as the basis. The 
Third Finance Commission felt that “ in this permissive 
participation an attempt should be made to bring all States 
as far as possible to a comparative level of financial balance.” 
In short, the Third Finance Commission treated Article 
272 as if it were an extension of Article 275 relating to 
grants-in-aid and thereby sought to reduce the liability 
on the Centre under Article 275 (“ grants-in-aid of the 
revenue of such States as Parliament may determine to 
be in need of assistance ”). Consequently, the Third 
Finance Commission considered that “ while population 
should continue to be the major factor of distribution, 
the relative financial weaknesses of the States, the disparity 
in the levels of development reached, the percentage of 
scheduled castes and tribes and backward classes in their 
population etc. should also be taken into account in 
determining the share to be allocated to each State indivi¬ 
dually This State would like to point out that such 
factors as disparities in levels of development reached, 
percentage of scheduled castes and tribes and backward 
classes are matters which have to be taken care of under 
Article 275 which specifically provides for them. Further 
it is incorrect to consider disparities in levels of develop¬ 
ment only in relation to States as a whole. In the Maha¬ 
rashtra State, the concentration of urbanisation and 
industrialisation in a few cities have created larger dis¬ 
parities between various areas within the State itself. The 
major part of Vidarbha and the whole of Marathwada 
are undeveloped and are at no higher level of development 
than some of the States to which the Third Commission 
gave unduly higher weightage. It is illogical therefore 
to complicate the basis of distribution by incorporating 
factors not germane to the provisions of Article 272, This 
Government agrees with the views expressed by the first 
two Commissions, that consumption is the only acceptable 
criterion for distribution of the proceeds from Central 
excises. The argument put forth by the Third Finance 
Commission that for producer goods and intermediary 
products consumption cannot be any criterion is difficult 
to understand. It can be readily agreed that population 
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cannot be a criterion for producers and intermediary goods 
but consumption is inescapably the only criterion for these 
goods. While therefore, this Government fully supports 
the plea that consumption should be the criterion for 
distribution of proceeds from the Central Excise duties, 
it readily accepts that the absence of Statewise statistics of 
consumption compels the adoption of population as a 
rough and ready basis for distribution. The only point 
that this State would like to make in this respect is that 
in determining the percentage allocation to States on the 
basis of population, weightage should be given in all 
fairness and logic, to urbanised and industrialised States, 
where the consumption of all articles on which Central 
excises arc levied—whether these are consumer goods, 
producer goods or intermediary goods—is much more 
than in predominantly agricultural States. 

5. The basis adopted by the Third Finance Commission 
was particularly unfair to this State in as much as it not 
only determined the distribution on the basis of population 
but quite artificially reduced the legitimate percentage 
of this State even on the population basis in order to give 
weightage to such factors as social underdevelopment. 
In the result, the percentage of 8 - 07 apportioned to this 
State out of the percentage of 12T7 allocated to the former 
Bombay State by the Second Finance Commission, mainly 
on the basis of population was drastically reduced to 5’73 
per cent by the Third Finance Commission. Further, this 
State was not given any share in the distributable proceeds 
from excise duties on motor spirit, which were allocated 
to certain States only, for development of communications 
although the communications in this State have been 
particularly bad. 

6. In view of the rapidly growing expenditure of the 
State Governments, there is now a legitimate case for 
increasing the States’ share of the receipts from all Central 
excises from 20 per cent, to 25 per cent. But this State 
would not press for such a larger share and would be 
prepared to accept the existing percentage of share, provided 
however, that the injustice done to this State is removed 
and the percentage allocable to this State is based on 
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population with a definite weightage for higher consump¬ 
tion, however, empirically the latter is estimated, and 
receipts from all the Central excises without any exclusion 
of levies such as that on motor spirit, are included for 
purposes of distribution. 



CHAPTER V 

DISTRIBUTION OF ADDITIONAL EXCISE DUTIES 

This State would draw pointed attention to the drift 
from the original principles which is evident in the approach 
since 1957-58 to the question of distributing these duties. 
Essentially, regard can only be had to the need to make up 
to the States what they lost by voluntary surrender of the 
right to levy sales tax on cloth, sugar and tobacco. But 
this principle has over the course of years been allowed to 
be obscured by so-called correctives based on wholly extra¬ 
neous factors. The Second Finance Commission examined 
the question of distributing the proceeds of the additional 
excise duties among the different States. They recom¬ 
mended that the present income should be first guaran¬ 
teed to the States and any additional amount remaining 
thereafter should be distributed among all the States 
on the basis of population. For this purpose the Second 
Finance Commission took great pains to collect statistics 
of consumption and arrived at figures of ‘ present income ’ 
which in their opinion represented for each State the nearest 
possible approximation to their income from sales taxes 
on these commodities during the financial year 1956-57. 

2. Having so meticulously worked out the guaranteed 
amount of ‘ present income ’ to the different States, the 
only logical further course was to distribute the excess 
amount realised from these additional duties of Central 
excise on a simple pro-rata basis to the different States. 
This would have taken care of the natural growth in the 
receipts from these taxes as also from the avoidance of 
sales taxes on several inter-State transactions. But the 
Second Finance Commission proposed that the excess 
amounts, if any, should be distributed on a percentage 
basis recommended by them, adopting population as a 
further corrective to a distribution on ‘ present income ’ 
basis. 

3. The Third Finance Commission introduced as a further 
corrective the factor of rate of growth of sales tax revenues 
in different States. In arriving at this rate of growth it 
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is not known whether the Commission took into account 
factors like the willingness of the State boldly but wisely 
to exploit this source of tax, its administrative efficiency, 
the initial levels of sales tax rates prevailing during 1956-57 
in eabh of the States and greater revenue loss to urbanised 
States through replacement of sales tax by Central excise 
on such high-consumption articles like textiles, sugar and 
tobacco. It is not inconceivable that the mere increase in 
revenue receipts was taken cognisance of. If the latter, 
those States like Maharashtra, which had already long 
ago taken legislative and other measures to improve sales 
tax receipts, were placed at a serious disadvantage as 
compared with other States which somewhat more tardily 
faced the unpopularity which the best of sales tax systems 
evokes. In any event the need for the piecemeal applica¬ 
tion of ‘ correctives ’ is not clear to this State. Having 
arrived at length at the figure of “ present income ”, there 
is no need for any further corrective. And the revenues 
from the additional Central excises should be distributed 
on the basis of ‘ present income ' determined for the year 
1956-57 by the Second Finance Commission. Otherwise, 
there will never be any finality to this question and at each 
examination by the Finance Commission, the question 
would have to be again taken up and claims made by the 
States as if this were a part of the proceeds from the taxes 
divisible under the Constitution. The additional Central 
excises have been levied by the Centre under an agreement 
with the States in replacement of their sales taxes. Such 
agreement was procured by an invocation of arguments 
like convenience to trade and industry all over the country 
by the substitution of uniform levy under uniform rules for 
the various sales tax levies of the different States. There 
is now no reason why the States should be asked to frame 
their claims at each quinquennial period and present them 
as if these were, pari passu with claims for a share in 
income-tax. 



CHAPTER VI 

CEILING ON SALES TAXES 

The Fourth Finance Commission have been requested 
by the Centre to make recommendation in regard to 
following :— 

“ The effect of the combined incidence of State’s sales 
tax and Union duties of excise on the production, con¬ 
sumption or export of commodities or products, the 
duties on which are shareable with the States, and the 
adjustment, if any, to be made in the State’s share of 
Union excise duties, if there is any increase in the State’s 
sales tax on such commodities or products over a limit 
to be specified by the Commission. ” 

Ostensibly, lhe line of enquiry is to ascertain the level 
of the combined levy of sales tax and of Central excise duty 
which the traffic on any article can bear, ft is undoubtedly 
in the country’s interest that too heavy and unco-ordinated 
tax burdens imposed by different authorities should not 
hinder industrial progress or reduce the competitive capa¬ 
city of Indian goods in world markets. No State would 
quarrel with the Centre in regard to this national 
objective, though in actual practice, it might be found well 
nigh impossible to exactly determine the point at which 
either the sales tax or the central excise or both together 
become too heavy a burden for the trade in any commodity 
to bear. The burden of taxation may vary from commo¬ 
dity to commodity, from area to area and from period to 
period. In this respect the purchasing capacity of the 
local population of which the State is the best judge is the 
most relevant criterion. 

2. But the manner and wording of the reference to 
the Commission are wholly objectionable from the point 
of view of States. The inappropriateness of this term 
of reference to the case of Maharashtra is explained in 
detail in paragraph 8 below. But at this juncture it 
seems desirable to point out the general objections to the 
issue raised. Firstly, such a reference is in danger of being 
misconstrued as an attempt made indirectly to coerce the 
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States into a surrender of their autonomy in a fiscal sphere 
in which the Constitution guarantees £hem complete free¬ 
dom. Such an impression might grow and become all 
the more positive when the persistent moves of the Centre 
to persuade the States to agree to replacement of sales 
tax by Central excise or by a Central Sales Tax are recalled. 
The States have not agreed to any further surrender of 
their financial autonomy to the Centre. The arguments 
put forth by the Centre for replacement of State Sales Taxes 
have been :— 

(/) there is no uniform system or levy of sales tax ; 

(ii) there is no uniformity in the list of articles on 
which the rates are either higher, concessional or com¬ 
pletely exempted ; 

(Hi) efficiency of administration, tax-exploitation etc. 
differs from State to State ; 

(iv) a Central levy will bring about uniformity in 
procedure and levy, efficiency in administration, larger 
receipts through prevention of evasion and fuller exploi¬ 
tation etc. and result in economy in collection charges. 
The States have on the other hand, been objecting to 
this replacement on the ground that :— 

(0 the economic conditions in different States are 
not uniform and any uniform Central levy will be too 
high if based on conditions prevailing in economically 
advanced States and too low if based on economically 
weaker States ; 

(ii) the system and levy of sales taxes have to be adjusted 
to the conditions prevailing in different States. A single 
point high levy may be appropriate for more urbanised 
States while a small multipoint tax of low incidence will 
be best for predominantly agricultural States : 

(Hi) the lists of articles selected for taxation at higher 
rates or for concessional rates or for complete exemp¬ 
tion cannot be the same for every State, since the 
consumption pattern differs from State to State, and the 
lists have to be drawn up from the more practical point 
of view rather than with the theoretical objective of 
achieving all India uniformity ; 
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(tv) the Sales tax levies have been in force for many 
years now and the States have now achieved quite a satis¬ 
factory degree of administrative efficiency, much of the 
evasion has been stopped, avoidance by inter-State 
transactions stopped by the tax on Inter-State Sales. 
Economy in collection charges cannot also be much 
as the Centre will have to have more or less similar 
administrative machinery and any small economies in 
overheads are likely to be wiped out by higher pay 
scales prescribed for Centra' Government servants. 

3. Apparently therefore, the Centre not having succeeded 
in getting the sales tax levies pegged at levels considered 
satisfactory by it from the po'nt of view of uniformity 
or of such other criterion as it may have in mind, an 
attempt is now being made to achieve the same objective 
by suggesting that any State which ventures beyond a pre¬ 
determined level of sales tax in particular goods should 
receive a correspondingly reduced share of the Central excise 
receipts in respect of the said goods. 

4. The State has no intention whatsoever of charging that 
the Centre is proposing to act in terrorem. In fact this 
State which depends to a considerable extent on the pros¬ 
perity of trade and industry would be in full agreement 
with the view that the combined burden of sales tax and 
excise should never be allowed to exceed what the traffic 
can bear. But the sales tax is the only expansible resource 
available to the States, while the Centre has a large number 
of such resources. The Centre could, therefore, achieve its 
objective of keeping the total fiscal burden on any goods 
bearable by restricting the excise levy, making good its losses 
from the other sources available to it. This State would 
therefore strongly urge that if at all the Finance Commission 
makes any recommendation on this term of reference; it 
should be that the State’s powers of sales taxation should 
not be fettered by even indirect means such as the apparent 
threat of deprivation of its share of excise duty. 

5. The proposal put forth by the Centre to the Commis¬ 
sion will affect, as shown above, unjustly the industrialised 
and urbanised States more than the predominantly agricul¬ 
tural States. The per capita income in the former States 
is much higher than in the latter and therefore consumers 
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in the former States are able to bear a higher rate of sales 
tax than those in the latter. Further in the case of the 
former States, the articles which have to bear both the 
central excise and the sales tax levy are many more than in 
the latter. Therefore any attempt to impose indirectly 
a ceiling on the sales tax levies will hit these States more 
than the others. 

6. The threat of reducing the allocations from Central 
excise will apply only to the States which have gone 
or are going ahead industrially and commercially. They 
will be penalised if they raise the sales tax levy beyond 
a prescribed limit ; they are already penalised at 
present by the distribution from the share of Central 
excises being linked to population, further weighted by 
(0 the disparity in levels of development reached, ( ii ) per¬ 
centages of scheduled castes and tribes and backward 
classes in their population, etc. Thus the present proposal 
further reduces the share allocable to these States. The 
industrially and commercially progressing States cannot 
remain stagnant or freeze their level of expenditure and 
development. They have to do their best to satisfy the 
legitimate aspirations and needs of their population. 
Therefore having been subjected to a cut in allocations 
from Central Excises by having to yield their legitimate 
share to weaker States, if they try to raise revenues from 
their only flexible source of revenue i.e. sales tax then the 
Centre cannot possibly allow itself to penalise them by 
effecting a further cut in their already reduced allocations. 

7. It is relevant to note that the Centre has not suggested 
or called for any formula to compensate the States concerned 
which have reached or are willing to accept the upper 
limits of sales tax rates to be specified by the Commission, 
by higher allocation from Central Excises. The Centre 
is clearly not prepared to accept trammels in respect of 
its own levies. The promotion of industry and exports 
is primarily the Centre’s responsibility and losses consciously 
undergone by it in carrying out this responsibility can, 
fortunately, be amply recouped by recourse to other levies 
which do not operate to the detriment of industry and 
the export, where such means of recoupment are, unhappily, 
*ot_available to the States. 
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8. Coming to the reasons why this term of reference 
is particularly objectionable so far as Maharashtra is 
concerned, it is of utmost importance to note that this 
State’s Sales Tax system has inbuilt safeguards in favour 
of industry and the export trade. The levy of sales tax 
on raw materials, processing and packing materials 
is restricted by law to 1 per cent, of the value thereof. 
Purchases for export are totally exempt. Thus, already 
the Maharashtra Sales Tax system so operates that no 
matter how high its incidence on any goods, the fiscal 
burden on those goods is extremely small and in any case 
statutorily fixed, where manufacturers are concerned and 
wholly exempted in the case of the export trade. It will be 
totally unwarranted, therefore, if in the name of protection 
of industry and the export trade the incidence of State tax 
is sought to be curbed to a level below that which the 
State Legislature thinks the traffic can bear. 



CHAPTER Vn 

FOURTH FIVE-YEAR PLAN PERIOD AND 
FINANCIAL NEEDS 

During the course of the Third Five-Year Plan, this 
State will have undertaken a committed liability which by 
the end of the Fourth Plan will have accounted for 
Rs. 139'45 crores on the continuance and maintenance 
of Plan schemes, in addition to its growing expenditure 
on non-Plan but essential activities. A forecast of 
revenue and expenditure of the Fourth Plan period starting 
from 1966-67 and detailed explanations about the increases 
or. decreases in provisions under the various budget 
heads have been furnished to the Commission separately. 
Briefly, the total revenue and total expenditure forecast 
for that period is as follows :— 


(Rs. in crores) 



1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

Total 

Revenue 

. 190-53 

198-31 

206-77 

216-01 

226-C2 

1037-64 

Expenditure 

. 210-28 

213-84 

21717 

220 13 

223-16 

1084 58 

Surplus (+) . 

' — 19-75 

— 15-53 

— 10-40 

- 4-12 

+ 2-86 

— 46-94 

Deficit (—) . 

• 






The estimates in the forecast show that there will be 
a deficit of Rs. 46-94 crores during this period. 


2. The Fourth Five-Year Plan has yet to be settled in 
consultation with the Planning Commission. So far 
the State Government itself is concerned, it has finalised 
the Plan of Rs. 1,241 crores after considering in detail 
the various proposals made by the Plan Study Groups who 
had prepared a comprehensive Plan of Rs. 1,629 crores. 
The sectoral break-up of the reduced Fourth Five-Year 
Plan is as under :— 

(Rs. in crores) 


1. Agricultural Programme .. 258 

2. Co-operation and Community 59 

Development. 

3. Irrigation and Power ... .. 494 

4. Industry and Mining ... .. 69 

5. Transport and Communications .. 99 

6. Social Services .. .. 256 

7. Miscellaneous .. .. 1 

8. District Area Programmes .. _5 

Grand Total ... 1241 
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Thus in finalising the Plan, the State Government has 
already pruned it to the extent of nearly Rs. 400 crores, 
and it will be difficult to reduce the Plan further. It is 
not yet possible to work out in precise terms the revenue 
component of the Plan of Rs. 1241 crores. However, on 
the basis of sectoral outlays approved by the Government 
and in the light of past experience, the revenue component 
has been estimated at Rs. 335 crores. It is necessary to 
consider the resources available to the State for meeting 
this revenue component of the Plan as also the debt service 
charges in respect of the capital component, which is, about 
Rs. 906 crores. On the basis of non-Plan revenue expen¬ 
diture and revenue receipts at the level of taxation at the 
end of the Third Plan, the State will have a revenue deficit 
of about Rs. 46 94 crores as pointed out above. Thus, 
the total gap to be made good by additional taxation, 
devolution of Central taxes and grants-in-aid will be 
Rs. 466 09 crores as shown under :— 

(Rs. in crores) 

1. Deficit on current account .. 46 94 

2. Revenue component of the Plan. 335 00 

3. Net debt service charges in respect 84-15 
of the capital component of the 

Plan. 


Total .. 466-09 


3. The additional taxation imposed by the State during the 
Third Five-Year Plan amounted to Rs. 77-47 crores 
(including the added receipts from Central Sales Tax). 
The following table will show that Maharashtra is the most 
heavily taxed State in the whole of India :— 


Per Capita Tax Revenue on the basis of Budget Estimates 


for 1964-65 




Rs. 

1 . 

Andhra Pradesh 

16 56 

2. 

Assam 

18 98 

3. 

Bihar 

10 04 

4. 

Gujarat 

19 50 

5. 

Jammu and Kashmir 

10 33 

6. 

Kerala 

19-57 




7. 

Madhya Pradesh 

Ks. 

14-55 

8. 

Madras 

19 06 

9. 

Maharashtra 

25 36 

10. 

Mysore 

17 66 

11. 

Orissa 

9-45 

12. 

Punjab 

20 60 

13. 

Rajasthan 

15-57 

14. 

Uttar Pradesh 

10-35 

15. 

West Bengal 

21-74 


All States Average .. 

16 26 


Comparatively speaking, therefore, this State has left it¬ 
self small scope for major taxation programme in the 
near future. At best, it is expected that additional reve¬ 
nue of Rs. 50 crores may be realised during this Fourth 
Plan period. The balance of nearly Rs. 416 crores will 
have to be met by devolution of Central taxes and by 
grants-in-aid. 

4. On the basis of the suggestions made by this State 
in the present memorandum about devolution from Central 
taxes, Maharashtra should get an additional allocation of 
about Rs. 145 crores as shown below :— 


(Rs. in crores) 


Tax measures 

1966 

-67 

1967 

-68 

1968 

-69 

1969 

-70 

1970 

-71 

Total 

1, Income-tax 

30-50 

31-72 

32-99 

34-31 

35-67 

165-19 

2. Estate Duty 

1-70 

1-70 

1-70 

1-75 

1-75 

8-60 

3. Grants in lieu of taxes 
on Railway fares. 

2-70 

2-70 

2-70 

2-70 

2-70 

13-50 

4. Union Excise duties .. 

13-80 

14-50 

15-00 

15-90 

16-86 

76 06 

5. Distribution of addi¬ 
tional excise duties. 

9-97 

10-37 

10-78 

11-21 

11-65 

53-98 

Total 

58-67 

60-99 

63-17 

65-87 

68-63 

317-33 

Less State’s share on the 31*71 
basis of existing devolu¬ 
tion. 

32-91 

34-16 

35-77 

37-46 

172-01 

Additional amounts accruing 26-96 
from the proposed devolu¬ 
tion. 

28-08 

29-01 

30-10 

31-17 

145-32 
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Even so the Maharashtra State will face a deficit of about 
Rs. 271 crores and this will have wholly to be met by the 
grants-in-aid either under Article 275 of the Constitution 
or through the Planning Commission. This, however, 
does not take into account the probable additional liability 
which the State Government will have to bear jointly with 
the Municipal Corporation of Bombay on account of an 
urgent programme estimated to cost Rs. 77 crores over the 
next seven years for the augmentation of Bombay City’s 
Water Supply and the remodelling of the city’s drainage 
system. The Corporations of cities like Greater Bombay, 
Poona, Nagpur, Sholapur will also have to be given assis¬ 
tance for the removal of hutment dwellers by provision of 
alternate accommodation, for increasing water supply 
facilities to the ever-growing population, for construction 
and improvement of communications. This assistance will 
be outside the Plan. 


BOMBAY: PRINTED AT THE GOVERNMENT CENTRAL PRESS 



